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Hong Kong 


Summary and Outlook 


Hong Kong's Gross Domestic Product will grow 7-8% in real terms in 1977 
with growth stronger in domestic consumption and investment than in the export 
sector. The first quarter of 1978 should show similar annual growth rates, but 
longer range predictions face uncertainties in Hong Kong's foreign trade prospects. 
The booming construction industry appears likely to continue at its present pace 
through this year. 


Consumer prices should rise moderately over the next several months; but 
wage rates, still rising in a tight labor market, will probably stabilize if 


overseas demand for Hong Kong's exports remains soft. The United States will 
continue to be an important supplier to Hong Kong's principal export industries, 
most notably textiles and electronics. American foodstuff exports to Hong Kong 
should continue to increase, and a wide variety of American consumer products 
should likewise find Hong Kong a good market. Hong Kong's exceptional real 
economic growth in 1976 brought personal income to a level that promises continued 
and perhaps growing demand for US and other imported consumer goods. 





KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions Exchange Rates: 

unless otherwise stated. 1977 Jan-Jun US$1.00 = HK$4.6618 
1976 Jan-Jun US$1. HK$4.9554 
1976 Jan-Dec USS$1. HK$4.905 
1975 Jan-Dec USS1. = HK$4.940 


1976 Jan-June Jan-Jun % Change 
1976 1977 Jan-June 77 
over Jan-Jun 76 
INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices ($ Bil) 7.58 9.60 
GDP @ Constant Prices ($ Bil) 4.11 4.81 
GDP per capita, Current Prices ($) 15735 2,192 
Production (=Exports) 
Garments 2,065.09 2, 9t2.9> * 1,352.96 -1 
Textile fabrics 326.27 479.59 : 207.09 -11 
Toys & Dolls 297.00 443.60 “ 261.84 +56 
Transistor Radios 245.74 339.78 : 207.88 +68 
Watches & Clocks 130.45 246.18 : 137.77 +72 
Metal Manufactures 122.47 LiZ.O7 ; 97.91 +28 
Electronic components, transist@ts L227 166.63 ° 85.28 +23 
Registered Industrial Employment ('000) 582 646 776 
Registered Industrial Vacancies ('000) 9 a 31 
Real Average Daily Wage Index 96-99 107-109 53 +5.6 
Tourist Arrivals ('000) 1,301 1,560 860 +15 


MONEY AND PRICES 2 

Money Supply (M', $ Bil) V2. 10,351 -9 11,240.6 +27 (+21) 
External Public Debt 63. 412. 

Prime Lending Rate (2) 6.5-9. 6-6. oS 4.7945.5 

Hang Seng Consumer Price Index (Average) 105. 109. a TRGC1 * 4594 


FOREIGN TRADE 

Domestic Exports 4,627. 6,652. -91 3,413.19 +14.2G7) 
To U.S. 1,484. 2,290. .37 1,305.29 +32 (+22) 

Re-exports 1,411. 1,820. 57 997.38 +16 (+8) 
To U.S. 112. 174. 62 87.43 +5 (-3) 

Imports 6,775. 8,826. .71 5,071.29 +22 (+14) 
From U.S. 801. 1,082. 28 691.19 +42 (+32) 


TRADE WITH U.S. Jan-June .1977 


Exports : Clothing . Imports: Electronic components 
Plastic Toys/Dolls : Machinery (other than 
Transistor Radios electric) 
Textile Fabrics ‘ Cotton fiber 
Electronic components = Fresh fruits 
Watches/clocks Plastics 


Tobacco products 
Machinery (electric) 


1/ Percentage changes in parenthesis are calculated from 
HK$ figures. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Strong Domestic Economy Paces Growth 





Hong Kong's Gross Domestic Product grew in 1977 by around 7% in real terms, 
according to preliminary estimates. Domestic consumption and investment have 
been major contributors to 1977 overall growth, exceeding previous forecasts, 
while export volume - now seen at only 4% above 1976 - is but half of an earlier 
official prediction and far below the 28% real increase in exports by value in 
1976 compared to the year before. This fall off in export growth has caused 
the government, through its energetic Trade Development Council, to launch 
probably its most ambitious export expansion campaign to date. A long list of 
trade shows, sales missions and other promotional activities are already 
scheduled for both traditional and newer overseas markets, the latter including 
the Middle East, Africa and Central and South America. Still, demand for Hong 
Kong's exports in 1978 will continue to depend heavily on economic growth in its 
principal markets. Assuming 4-5% real annual growth in the US and EEC countries 
and commensurate consumer demand, Hong Kong exports should expand at a somewhat 
faster pace than in 1978. 


Foreign Trade 


g 


lue of Hong Kong's 1977 domestic exports was up about 4-57% 
76, despite disappointing results for garments and textiles-- 


Exports: The va 
in real terms over 19 
the traditional mainstay of export earnings. Strong growth in plastic toys, 


watches and electronic goods offset the weakness in the textile products sector. 


Through June of 1977, garment exports had fallen 6.7% from comparable 1976 
figures. With shipments valued at $1.35 billion, they represented slightly less than 
49% of total exports, down from 43% for all of 1976. Slack demand for clothing in 
Hong Kong's ma: European markets accounts for much of this decline. While Hong 
Kong garmen xports h .S. actually increased 13% on 1976 shipments during 
the first nine months of ,» exports to Germany, Britain and other EEC countries 
fell more thar , ont average. 

Textile 
routhly 17/7 on 1976 shipments, through the first nine months of 1977. Exports 
to the three principal markets - the U.S., U.K. and Australia - fell 19%, 26% and 
21% respectively during this period, although sales to southeast Asian countries 
increased. Hong Kong's newly negotiated bilateral textile restraint agreements with 
the United States and the European Community limit the growth potential of textile 
and clothing exports, but these restraints will not really be felt until overall 
demand revives significantly and shipments press against the quota ceilings. 


s, fabrics and piece goods registered more severe declines: down 
11] 


overall 


The U.S. continues to be Hong Kong's best customer. The value of domestic 
exports to the U.S. increased 20.9% over 1976 totals during the first nine months of 
1977, while exports to all other major markets declined. Exports to Germany fell 
11.2%, to Britain 11.6%, to Japan 4.1%, to Australia 6.7% and to Canada 16.2%. 

Taken together, these six countries represent 70% of Hong Kong's overseas markets. 
In dollar values, the $371.5 million increase in sales to the United States more 
than compensated for the $188.4 million decline in exports to the other five countries. 
Put differently, the U.S. bought fully 40% of Hong Kong's domestic exports in 1977, 
a significant rise above the 33% trend line of the last five years. 
While garment and textile exports declined in 1977, overseas sales of all other 


major products grew significantly over comparable 1976 figures. Export sales of 
plastic toys and dolls actually exceeded textile yarn, fabric and piece good sales 





in the first half of 1977, increasing 42% over first half 1976. Transistor radio 
sales totalled $208 million through June, up 57% on comparable 1976 figures. 
Watches and clocks have shown the most dramatic annual sales increase: up 62% 
at mid-year, with earnings of nearly $140 million. Digital watches account for 
much of this increase, but sales of watch components such as casings and bands 
should also be factored in. More sophisticated electronic products, jewciry, 
assorted metal manufactures, luggage and rubber footwear exports have shown more 
modest increases. All in all, the very strong performance in the non-textile 
half of Hong Kong's export economy has brightened some of the gloom created 

by weakness in the textile sector. 


Re-exports: Since 1975 Hong Kong's re-exports have shown little change in 
product mix, countries of origin and destination or proportion of total trade. 
But as China's new export drive gains momentum, Hong Kong's historical entrepot 
role could regain some of its previous importance. Overall, re-exports in the first 
half of 1977 grew roughly 8% in value over shipments in January through June 1976, 
and at $997.4 million, represented 11% of Hong Kong's total foreign trade. China 
remains the largest single source for re-exported products, with textiles and 
garments the chief Chinese commodities shipped through Hong Kong. Worth $254 m, 
re-exports of PRC origin increased 4.5% over comparable 1976 values in the first 
six months of 1977. 


Imports: Since Hong Kong must buy virtually everything from overseas, imports 
anticipate the future performance of export industries and patterns of domestic 
expenditure. Throughout 1977 the value of imports grew faster than export values, 
but Hong Kong's economy cannot sustain such disproportion for long. For January 
to June 1977, imports totalled $5,071.3 million, a value 14% higher than in the 
first half of 1976 and 3% above the latter half of last year. Imports of consumer 
goods and construction material have led this increase, while aggregates of raw 
materials and semi-manufactures have barely exceeded comparable 1976 values. 


Mirroring reduced textile exports, the volume of raw cotton imports in the 
first half of 1977 fell 11% from January-June last year, although their value increased 
12.5% to $168.4 million. Excepting blended wool fabrics, other textile raw materials 
imports registered quantitative declines in the first half of 1977. On the other hand, 
strong demand in other export industries during the period brought watch part 
imports up 30%, transistors and semi-conductor circuitry imports up 88% and other 
electronic component imports up 41%--all in value terms on an annual basis. All 
construction materials registered annual increases in the first half of the year: 
iron and steel, up 11% by volume; cement, up 34% in volume; other building materials, 
up 41% in value. 


Consumer product imports surged in the first half of 1977 - 41% higher in value 
than in the same period a year earlier. Automobiles have shown the most striking 
increase during this period: up 42% in value to $37 million. Other consumer product 
imports showing significant annual growth during January to June 1977 include: 
home appliances, up 25.5% to $40 million; furniture up 25.3% to $18 million; home 
electronics up 17% to $64 million; and photographic equipment up 14% to $38.3 million. 


Imports from the United States 

The United States ranks as Hong Kong's third most important supplier, behind 
Japan and China, and held 13.2% of the import market through the first half of 1977. 
Up 28.7% from a year earlier, American sales in Hong Kong totalled $664 million 
during the period. 


Imports of American textile fibers--almost entirely cotton--increased most 
dramatically: 614% over comparable 1976 figures, with value nearly $106 million. 
Despite high cotton prices prevailing throughout late 1976 and the first half of 1977, 
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imports of U.S raw cotton increased 611% in volume, to 137 million pounds by June-- 
nearly 50% of the Hong Kong market. Of other agricultural products, fruit and 
vegetable sales grew 15.3% to $19 million in value, while meats and dairy foods 
also registered handsome increases. 


On a year-to-year comparison, American electrical machinery and appliance 
sales increased 24% during the period, with sales of $116.4 million, while non- 
electric machinery sales (total: $60.2 million) rose 18%. On the other hand, sales 
of American precision and related instruments, textile yarns and fabrics, and plastic 
materials all fell from comparable 1976 figures. 


Balance of Trade 


With import growth rates outstripping increases in exports, Hong Kong's 
merchandise trade showed a $655 million deficit for the first six months of 
1977, nearly double the corresponding 1976 deficit. By the third quarter, however, 
this negative trade balance had been reduced to $562 million, but it still ran twice 
as high as it had a year earlier. 


Tourism 


Hong Kong's merchandise trade deficit will be offset by earnings from tourism. 
Roughly 1.7 tourists came to Hong Kong in 1977, a rise of 14-15% over 1976, bringing 
receipts from tourist expenditures to $850-$900 million. Visitors in the first nine 
months of the year numbered 1.3 million, 14% ahead of the same period in 1976. Hotel 
occupancy rates averaged 83%, as against a 79% average in 1976. 


Labor 


Domestic economic activity and the solid performance of certain exporting 
industries--electronics, toys and other plastics, finished metal goods--continue 
to put strong demands on the labor market. Numbering 1.9 million in March 1977, 
Hong Kong' total workforce has decreased slightly from the March 1976 annual survey. 
The government estimated 86,000 persons to be unemployed at the time of the March 
1977 canvass, a 4.5% unemployment rate, down from 4.6% last September and from 9.1% 
in September 1975. Between the March 1976 and March 1977 labor surveys, the number of 
industrial workers, who represent about 40% of the working population, rose slightly, 
with marked increases noted for construction and service workers. In Hong Kong's 
current tight labor market, real industrial wages rose 5.6% on the average in the year 
ending March 1977, with construction workers pay rising much more rapidly--18.2Z, 
according to a government estimate. 


Consumer Prices 


Consumer prices, as measured by the Hang Seng Bank index for higher income 
families, rose about 6% in 1977. Measured by the Government's two indices for low 
and middle income families, the annual inflation rate in 1977 was about 6%. These 
two income groups, who represent the vast majority of Hong Kong's population, have 
felt inflation in different ways, however. For the poorest households, food prices - 
typically half the family's budget - rose 3.6% from January to June, although they 
have risen less rapidly since then. For middle income families, housing costs have 
been the fastest-rising component of inflation, up 4.2% in the first six months of 1977, 
indicating continued strong demand for middle class flats. This demand coincides 
with broader demographic and economic trends, and will likely strengthen in the years 
ahead as the sixty percent of Hong Kong's population that is under 29 begin their own 
nuclear families. 





MONEY AND BANKING 


Continuing to increase through the first half of 1977, Hong Kong's money 
supply broadly defined (M,) was $11.24 billion at the end of June up 8.78% from 
$10.35 billion at the end“of 1976, with currency representing about 11% of M,. 
Hong Kong's banking system remains highly liquid, with the average liquidityrate 
44.9% at mid-year, even though bank lending, notably to overseas customers, continues 
to increase. By June, Hong Kong's 74 licensed banks had $7.06 billion loaned 
domestically, up from $6.30 billion at year-end '76, and $3.49 billion abroad, a 
23% gain on last year's ending balance. 


No new full-service bank licenses have been issued since 1973, but by October 
1977 the Commissioner of Banking had registered 200 "Deposit Taking Companies" under 
a 1976 ordinance passed for the purpose. Such entities can engage in merchant 
banking, installment finance and off-shore lending, but are not permitted to accept 
current accounts under HK$50,000. 


INTEREST RATES 


After dropping from 54% to 4 3/4% in mid-April 1977, the prime lending rate 
remained at that lower level through October. Interbank lending rates edged up 
slightly during the summer, and at October 1 ranged from 2% for call and 4.475% for 
six-months money. Hong Kong's interbank rates traditionally show a seasonal uptrend 
beginning in October and culminating in February as demand for liquidity at Lunar 
New Year peaks. Interest rates paid on savings accounts and time deposits dropped 
when the prime went up, and since April have ranged from 1 3/4% for ordinary savings 
to 4% for one-year term deposits. 


EXCHANGE RATES 


The Hong Kong dollar appreciated by about 1.5% against the U.S. dollar in 1977. 
The rate rose from US$1=HK$4.68 at the beginning of the year to about US$1=HK$4.62 
at the close. 


MARKETS 


Lackluster performance and diminishing daily volume characterized Hong Kong's 
four stock exchanges during the first seven months of 1977. The Hang Seng Index has 
yet to exceed 450 and closed October at 417.79; turnover on all four exchanges has been 
low. 


Hong Kong's young commodity market, which began trading raw cotton futures in 
May, suffered through summer doldrums when average daily volume reached only 30 lots 
during most of July and August. Volume picked up during the fall, however, with the 
September daily average more than 70 lots and turnover on several days exceeding 100 
lots. 


Government Budget 


Hong Kong Government fiscal guidelines keep public sector outlays below 18% 
of GDP, in fact to about 15% on the average over the last decade. Against anticipated 
current account revenue of $1.79 billion for the 1977-78 fiscal year, the government 
intends to spend $1.78 billion--about $21 million more than originally estimated. 
The Financial Secretary continues to forecast a small current account surplus. Last 
fiscal year, he budgeted for a deficit but produced a $200 million surplus. Government 
capital spending, estimated at $430 million, focusses on public housing, land 
reclamation and roads, the Mass Transit Railway being financed separately. More money 
will be put into housing beginning in 1979 as the three "new towns" projects reach 
the most active stages of construction. Once these new towns, together designed to 
house 1.5 million people, have been completed in 1983, the government plans to improve 
Hong Kong's transportation infrastructure. Government planners already eye Lantau 
Island as the next area for industrial development and a new airport site, so more 





ambitious capital projects may be in the offing. 


IMPLICATIONS FOR US BUSINESS 


The American exports that sell best in Hong Kong are those which supply the 
territory's own exporting industries and feed the population's rising living 
standards. Agricultural products fit this formula on both counts. With cotton 
spinning a bulwark of Hong Kong industry, we can expect continued strong sales 
of American cotton in Hong Kong. Through June, 1977 American cotton fiber held 
54% of the Hong Kong market, with sales of $104M, almost double the value of all 
1976 sales. American food products likewise have an appetizing future in Hong Kong. 
Fresh fruits and vegetables, frozen and other processed foods, should grow in 
importance as American exports. 


Hong Kong's imports of U.S. electronic components have kept pace with the 
growth of Hong Kong's electronics industry. In sales of computer componentry, 
American products should retain their commanding 80% market share for the near 
future. Generally speaking, the U.S. has become the principal supplier to the most 
sophisticated segments of the Hong Kong electronics industry. 


With Asia's third-highest per capita GDP, Hong Kong's population can afford to 
indulge American consumer tastes in home furnishings, fashions and foods. Hong 
Kong sales of American household appliances should continue to increase. Already, 
U.S. manufacturers have 60% of the Hong Kong air-conditioner market, with imports 
this year totalling $11 M through June. Marketing of home refrigerators, washers, 
driers and light "convenience" appliances has proven successful, and the current 
residential construction boom hoids good prospects for these products. 


INVESTMENT 


The United States continues to be Hong Kong's leading foreign investor. In 
October 1977, American equity in manufacturing was $221.3 M, 51% of all foreign 
investment in that sector. U.S. firms’ positions in other sectors of the economy 
have not recently been tallied, but their total at least equals the U.S. investment 
in manufacturing. Capital investment aside, several hundred US companies make 
Hong Kong their regional bases or operate in the local market. 


HONG KONG AND CHINA 


Opening Hong Kong's Legislative Council in October, the Governor characterized 
relations with the People's Republic of China as being in an "excellent state". 
The Chinese authorities’ willingness to supply Hong Kong an additional 6 billion 
gallons of water annually, to see Hong Kong through a prolonged drought felt with 
equal severity in neighboring Kwangtung Province, provides one symbol of this 
relationship. Increasing PRC investment in Hong Kong commercial, industrial and 
residential real estate, when coupled with Chinese Foreign Trade Minister Li Chiang's 
authoritative statement in October, gives further evidence that China does not wish 
to disturb Hong Kong's status quo. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce Washington, D.C. 20230. 











